1-Introduction:
Among the most important functions of stock exchanges are fair price determination and discounting function. Since stock exchanges facilitate the bringing together of buyers and sellers from all over the country and even from outside the country, it is widely believed that they play the role of matching buy and sell orders to determine price at, or near equilibrium level. On the other hand, the discounting function assume stock prices reflect accurate prediction of future business conditions. However, in reality stock markets can fail to perform neither of these two basic The purpose of this paper to explore if the crude oil price have a significant role in shaping the dynamics of stock prices in major oil exporting countries including Saudi Arabia, Kuwait, United Arab
Emirates. Given that crude oil revenue account, on average, for about 75 percent of total governments revenue, and about 80 percent of total export in these countries, their economic outlook including capital markets performance is supposed to be shaped directly by factors influencing demand for oil and thus oil price changes. Beside the obvious impact on government finances and the balance of payments, change in oil revenues have broader implications for domestic economic activities.
Non-oil economic activities also affected by domestic government expenditure, which itself dependent on earnings from oil export.
Moreover, most large scale economic activities in the public sector, such as infrastructure investments and oil-based manufacturing industries are closely linked to developments in oil sector 1 .
During the past decade extensive research work investigated the links between stock markets and oil markets in developed economies to gauge the spillover effect of oil market shocks on capital markets. Kaul (1996) indicate negative relation between US, Canadian, UK, and Japan stock markets and oil price shocks. Ciner (2001) The interactive association between crude oil prices and capital markets performance in these countries is important for investors as well as for policy makers in these countries. Increasing departure of stock prices from their fundamental driver imply increasing risk for investors in these markets, and raise questions about viability of these markets in performing efficient allocation of resources. Results in this paper can help us comprehend the causes behind excess volatility characterizing these markets.
The paper employs a methodology developed by Engle and Kozicki(1993) , Vahid and Engle (1993) The paper is divided into four sections. Section two explains the methodology of the research. Section three deals with the estimation results. In the final section we conclude the research findings.
2-Methodology:

2-1: Common trend:
To explain the common feature testing procedure developed by Engle and
Kozicki (1993) 
where  is the linear combination factor linking the two prices. Given that the parameter,  is such that (1) and (2) we test for cointegration (ie., the null of no common trend against the alternative of a significant trend ) 4 .
2-2: Common cycle analysis:
The test for common cycle follows similar approach as that of the common trend. Given that t t x and y are non-stationary processes of order one ( I(1)), then each series can be reduced to stationary process, I(0), by detrending equations (1) and (2) (6) with respect to  , or more formally: and Kozicki (1993) , show that equation (7) can be reduced to 5 :
4 Cointegration imply, although many events can cause permanent effects on the stock price variable, there is some long-run equilibrium relation tying the individual components together, represented by the linear combination
For N is the number of observations. Since minimization of equation (8) (8), which is equivalent to estimation of equation (6) 
With the LM statistic distributed as Chi-square with two degrees of freedom. So, the test of the LM statistic in (10) is a test for the legitimacy of the IV variables used in 2SLS estimates.
The test for a serial correlation can be computed using the LM test, which is NR 2 , where R 2 is the coefficient of determination and N is the sample size, so that NR 2 is distributed as chi-square with degrees of freedom equal to the number of lagged variables coefficients in equation (10).
3-Results
The analysis in this paper is based on weekly data about stock indices for We will refer to these two periods respectively as low and high oil price periods. Table ( 3), report the LM test results of common cyclical feature between oil market and the stock markets for each sub-sample period. The LM test statistics reject the null hypothesis of a common serial correlation feature between oil price and stock prices for all markets at the high oil price period, and therefore rejecting the null hypothesis of a common cycle. While Saudi and AbuDhabi markets reveal evidence of linkage with oil market at the low price levels, they show departure from the oil market at the high oil price levels. The departure of stock prices from crude oil price at higher levels may be because as oil prices rise to higher levels global investment risk increases, and that in turn weaken the linkage between crude oil market and GCC capital markets. 
4-Conclusion:
To explore the dynamic links between crude oil market and stock markets in major oil exporting countries in the Middle East, including Saudi, Kuwait, and United Arab Emirates (UAE), the paper employ common features technique that captures common trend and common cyclical features between two sets of related variables. Results in the paper show Kuwait stock market is the only market in the group portraying nonlinear common trend with oil market. No evidence of shared trends is detected between oil market and the other three markets. To explore the effects of governments revenue positions on capital markets we divided the sample period into two sub-periods of high oil price (above $40 per oil barrel) and low oil price (below $40 per barrel) levels. The LM test results of common cyclical feature, reported in table (3) reject the null hypothesis of a common serial correlation feature between oil price and stock prices for all markets at the high oil price levels, and therefore rejecting the null of a common cycle between these capital markets and oil market.
However, Saudi and Abu-Dhabi markets share common cyclical feature with oil market at low oil prices but they deflect from the oil market at high oil price levels. Digression of stock prices from their key fundamental driver suggest these markets become fundamentally weak and speculatively strong, as rising oil prices may raise global investment risk. Divergence of stock markets from their key fundamental driver also suggest these capital markets and oil market react differently to shocks, and each market respond to different types of shocks. This suggest that at higher oil prices, speculative non-fundamental factors play more important role in shaping price dynamics in these markets.
The interactive association between crude oil prices and capital markets is important for investors as well as for policy makers. Increasing departure of stock prices from their fundamental driver imply increasing risk for investors in these markets, and raise doubts about viability of these markets in performing efficient allocation of resources. Results in this paper can help us comprehend the causes behind excess volatility characterizing these markets in recent years.
